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E.O. 11652: N/A 
TAGS: EIND, EMIN, GW 

SUBJECT: FRG PROPOSED ASSISTANCE TO THE SAAR AND 
RHFJNT , AND-PFAT ,Z, STEEL INDUSTRY 

REF: FRANKFURT A-26 

1 . SUMMARY: THE GERMAN GOVERNMENT, IN COOPERATION WITH 
THE SAAR AND RHETNT. AND-PFAT .Z STATE GOVERNMENTS, HAS 
COMMITTED ITSELF TO PROVIDE FINANCIAL ASSISTANCE AND 
LOAN GUARANTEES FOR THE RATIONALIZATION OF THE DEPRESSED 
SAAR STEEL INDUSTRY (REF. AIR A-26). THE ASSISTANCE 

WILL SUPPORT THE PURCHASE AND RESTRUCTERING OF THE SAAR 
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STEEL INDUSTRY BY THE LARGE LUXEMBOURG STEEL FIRM. 

ARBED. THE FRG PROGRAM IS PART OF THE LONG-TERM GOVERN- 
MENT GOAL OF MODERNIZING AND DIVERSIFYING THE SAAR 
ECONOMY. END SUMMARY. 

2. THE MAIN ELEMENTS OF THE GOVERNMENT'S PROGRAM ARE 
AS FOLLOWS: 
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(A) ARBED AGREES TO PURCHASE TWO OF THE MAJOR SAARLAND 
STEEL COMPANIES: STAHL WERKE ROECHLING-BURBACH AND 
NEUNKIRCHER EISENWERK. THE PROGRAM CALLS FOR RATIONALI- 
ZATION AND MODERNIZATION OF THESE TWO COMPANIES, IN 

THE COURSE OF WHICH CRUDE STEEL-MAKING CAPACITY WILL 
BE REDUCED BY AN ESTIMATED 14 PERCENT, AND ROLLING 
CAPACITY BY 20 PERCENT AND THE LABOR FORCE BY MORE 
THAN 50 PERCENT BY THE EARLY 1980'S. 

(B) IN ORDER TO ASSIST IN THE EARLY RETIREMENT (AGE 55) 

OF LARGE PORTIONS OF THE WORK FORCE, THE FRG TOGETHER 
WITH THE SAAR AND RHF.TNI .AND-PFAT .Z, STATE GOVERNMENTS 
WILL ADVANCE IN ROUGHLY EQUAL YEARLY TRANCHES SOME 
DM 250 MILLION WHICH WILL BE USED FOR SEPARATION BENE- 
FITS, ETC. THE ASSISTANCE IS GIVEN IN THE FORM OF A 
CONDITIONAL LOAN REPAYABLE FROM LATER PROFITS. (COMMENT 
- FOR ALL PRACTICAL PURPOSES THESE CONDITIONAL LOANS 

ARE GOVERNMENT GRANTS, SINCE INDICATIONS ARE THAT THE 
GOVERNMENT DOES NOT EXPECT REPAYMENT TO BEGIN MUCH 
BEFORE THE MID-1980'S, IF AT ALL). 

(C) AN ADDITIONAL ELEMENT OF THE PLAN IS FOR THE FRG TO 
PROVIDE A GUARANTEE TO BANKS WHICH ADVANCE LOANS TO 
ARBED FOR THE PURPOSE OF FINANCING THE ACQUISITION OF 
THE TWO GERMAN STEEL COMPANIES. LOAN GUARANTEES UP TO 
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A TOTAL OF DM 900 MILLION WILL BE PROVIDED BY THE THREE 
GOVERNMENT ENTITIES. 

(D) ANOTHER ELEMENT OF THE PROGRAM, WHICH IS NOT CLEARLY 
SPELLED OUT AT THIS TIME, IS A PLAN TO CREATE SOMETHING 
MORE THAN 17,000 NEW JOBS IN THE SAAR AND RHEINLAND- 
PFALZ AREAS TO HELP FURTHER IN SOFTENING THE DRASTIC 

JOB CUTS PROJECTED FOR THE STEEL INDUSTRY. (COMMENT: 
OFFICIAL SOURCES ARE NOT CONFIDENT THAT THERE WILL BE 
ANYTHING LIKE THIS NUMBER OF NEW JOBS CREATED. THESE 
ARE "OLD INDUSTRIALIZED" AREAS AND HAVE NOT BEEN 
PARTICULARLY ATTRACTIVE TO NEW INDUSTRY FOR SOME TIME). 

3. IN A STATEMENT TO THE BUNDESTAG, THE PARLIAMENTARY 
STATE SECRETARY FOR THE ECONOMICS MINISTRY ELABORATED 
THE GOALS AND CONDITIONS IN ENACTING THE ASSISTANCE 
PROGRAM AS FOLLOWS: 

(A) THE INDUSTRY SHOULD REGAIN ITS COMPETITIVENESS TO 
ASSURE THE RETENTION OF REMAINING JOBS; IT MUST ADJUST 
TO WORLD MARKET CONDITIONS BY ELIMINATION OF UNCOMPET- 
ITIVE OPERATIONS. 
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(B) RATIONALIZATION SHOULD BE PUT INTO PLACE GRADUALLY 
IN ORDER TO AVOID ABRUPT CHANGE. 

(C) NECESSARY COSTS OF ARBED'S CORPORATE RATIONALIZA- 
TION PROGRAM SHOULD BE SUFFICIENTLY SPREAD OVER THE 
WHOLE OF THE ARBED ORGANIZATION (FRG, BELGIUM, NETHER- 
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LANDS ETC) SO THAT AN INORDINATE SHARE OF THE COSTS 
DOES NOT FALL ON THE SAAR ALONE. 

(D) ANY SOLUTION INVOLVING THE SAAR LOCATIONS IS TO BE 
A BALANCED ONE, WHICH TAKES INDIVIDUAL DIFFICULTIES 
INTO ACCOUNT. 

(E) THE TRADITIONAL PURCHASE AGREEMENT FOR COAL BETWEEN 
THE SAAR STEEL INDUSTRY AND THE FRG OWNED SAARBERG COAL 
MINES WILL BE EXTENDED THROUGH 1983. 
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4. FINAL IMPLEMENTATION OF THE GOVERNMENT'S PLANS FOR 
THE SAAR STEEL INDUSTRY AWAIT FINAL AGREEMENT ON TERMS 
UNCLASSIFIED 
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OF THE TAKEOVER BY ARB ED AND OF THE SAAR FIRMS PLUS 
APPROVAL OF THE PLAN BY THE FRG. FINAL AGREEMENT IS 
NOT LIKELY TO BE ARRIVED AT UNTIL LATE AUGUST. AT 
THIS POINT, MINISTRY OF ECONOMIC SOURCES TOLD US FULL 
AGREEMENT IS 95 PERCENT CERTAIN. SOME DIFFICULTIES 
STILL REMAIN, HOWEVER, INCLUDING THE PRESSURES ON ARBED 
FROM THE GOVERNMENTS OF LUXEMBOURG AND BELGIUM, WHERE 
ARBED HAS MAJOR STEEL OPERATIONS. PARTICULARLY IN 
BELGIUM WHERE THE STEEL SITUATION IS EXTREMELY DIFFI- 
CULT, SOME OBSERVERS FEEL CHANGES IN THE COMPETITIVE 
SITUATION THERE COULD JEOPARDIZE ARBED'S PLANS FOR THE 
SAAR. 

5. FOR THE GERMAN GOVERNMENT, THE ECONOMIC DIFFICULTIES 
OF THE SAAR ARE OF LONG STANDING. AS A MAJOR EMPLOYER 
IN THE AREA, THE STEEL INDUSTRY HAS BEEN ESPECIALLY 
HARD HIT AS A RESULT OF WORLDWIDE DEPRESSION IN STEEL 
MAKING AS WELL AS THE USUAL STRUCTURAL PROBLEMS OF 
THAT INDUSTRY. THE ATTRACTION OF A MAJOR, VIABLE 
EUROPEAN COMPANY REORGANIZING AN OUT-OF-DATE, MONEY 
LOSING STEEL OPERATION IN THE SAAR IS AN ATTRACTIVE 

ONE TO THE GERMAN GOVERNMENT, DESPITE THE PAINFUL RE- 
STRUCTURING WHICH MUST INEVITABLY FOLLOW, IF 
THE INDUSTRY IS TO SURVIVE AT ALL IN THE SAAR AND 
DESPITE THE RATHER SUBSTANTIAL COSTS THAT IT MEANS TO 
THE GERMAN GOVERNMENT TO SEE THAT THE DEAL COMES OFF 
AT ALL. 
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